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Panama expects to become a member of the World Trade Organization (WTO) as early as June.
However, the government is facing opposition from sectors of organized labor and the business
community because of concessions it has made to key WTO members, whose support is vital
for Panama's petition for membership. Membership in the WTO has been a central element
in President Ernesto Perez Balladares's economic modernization plan. Changes in labor laws,
increased taxes, and incentives to foreign investors have periodically stirred up protests from both
business and labor (see Chronicle of Latin American Economic Affairs, 06/01/95 and 05/09/96).
When the legislature began its current session in March, it was clear that the administration
would have difficulty getting the legislation needed to bring economic laws into line with WTO
requirements.
The governing Partido Revolucionario Democratico (PRD) has a majority in the legislature, but there
is significant opposition to a package of three laws that the administration wants enacted to prepare
for admission to the WTO. The controversial bills are to privatize the state-owned electric power
company and to reform the fiscal and labor codes. At the opening of the legislative session, Perez
Balladares defended the proposed reforms as necessary to "favor and strengthen competitiveness, to
make the country more attractive to investment, and to generate more jobs."
Nevertheless, organized labor has consistently opposed reforms in the labor code, especially
proposals for "labor mobility," which would give employers greater flexibility in reassigning
workers. Part of the fiscal reform proposal calls for a uniform tax policy that does away with tax
favors for specific economic activities. Since 1983, for example, the construction industry has
benefitted from a tax exemption on construction of residential housing that costs less than US
$50,000. The vice president of the Panamanian Construction Chamber (Camara Panamena de la
Construccion, CAPAC), Manuel Gonzalez, said that if the tax break is eliminated, housing costs will
go up, and new housing starts will go down. He pointed out that construction accounted for 8% of
the GDP in 1995 and that a recession in the industry could undermine future economic growth.
Some business and labor leaders, as well as independent economists, predict that when Panama
becomes a member of the WTO, thousands of Panamanian producers will go out of business as tariff
protections are lowered or eliminated. Some industries have grown accustomed to tariff protection
of up to 300% ad valorem on imported goods. They have countered the government's proposals to
negotiate drastic tariff reductions with their own proposals to lower the tariffs but to keep them at
protective levels. Juan Kiener, president of the industrial organization Sindicato de Industriales de
Panama (SIP), complained that the administration was about to open the domestic market to global
competition without securing reciprocal treatment for Panamanian exports. At the 30% or 40%
rates being negotiated for many products, business leaders say "unfair competition" from abroad
will force Panamanian producers to move to the distribution sector, selling imported products
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with which they can no longer compete. Ruben Dario Selles, president the exporters union (Union
Nacional de Exportadores), said that this process has been underway since 1993.
The change from production to distribution will reduce jobs as well, he said. "If today a business
operates with 500 workers, when it becomes a distributor, it will employ 50," said Selles. While
the government has argued that global competition will lower consumer prices, Oscar Garcia, a
researcher at the University of Panama, said, "The government is forgetting that to buy goods one
needs a source of income, and when a large number of jobs are eliminated, people will loose their
ability to buy even if the goods are cheaper."
Panama first began its efforts to become a member of the WTO in 1991, and since 1994, has been
negotiating with the EU, Canada, Costa Rica, New Zealand, and other countries, which have set
conditions on their support for Panama's entry into the WTO. For example, Panamanian negotiators
are working out bilateral agreements with the EU for tariffs on meat, milk products, beer, furniture,
footwear, and bananas. the principal stumbling block with Canada is the tariff on frozen french fried
potatoes. With New Zealand, the major concern is Panama's protective tariffs on milk products.
Costa Rica, Panama's principal trade partner, has been the main obstacle to Panama's membership
in the WTO.
In exchange for its support, Costa Rica has demanded renegotiation of the 1978 trade treaty between
the two countries. Costa Rica insists on sharp reductions in Panama's tariffs on imported pork, milk
products, coffee, corrugated paper, and cooking oil. In March, Panama agreed to a quota system
with Costa Rica by which it will open its market to 1,500 metric tons of skim milk and between 70 MT
and 130 MT of pork over the next 10 years. The pact appears to have cleared the way for Costa Rican
support in the WTO. Panamanian negotiators expect to maintain tariff protection for some products
in the agricultural sector, but in the all-important milk industry, tariffs will fall drastically.
The dairy industry had urged the government to keep tariffs on imported cheeses and yogurt at
100% and to lower them to 90% after 10 years. However, the government agreed to lower the duties
on New Zealand yogurt and cheeses to 30% in five years. Arquimedes Cedeno, president of the
cattle-raisers association (Asociacion Nacional de Ganaderos, ANAGAN), said that his organization
was developing plans to improve dairy production technology as the only way to cut costs and
compete with imports. "Without such cost-cutting measures, the 5,700 milk producers now in
Panama will begin slowly to disappear," he said. Greater Costa Rican access to Panama's market
not only threatens domestic producers, but it could worsen Panama's US$200 million trade deficit
with Costa Rica. Furthermore, membership in the WTO would mean a loss of government customs
revenue of US$40 million annually, according to a report by the Treasury Ministry. That loss equals
about 35% of total customs revenues.
On the other hand, vice minister of trade Jose Troyano said that the revenue shortfall would be
made up by increased foreign investments that would result from the government's economic
globalization policies. One final obstacle may slow Panama's acceptance into the WTO, according
to the food-merchants association (Asociacion de Comerciantes de Viveres, ACOVIPA). The
association's president, Aldo Mangravita, warned recently that bureaucratic inefficiency was
slowing down the importation of food products. The Ministry of Agricultural Development has
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apparently not complied with the December 1995 decree which eliminates permits and other red
tape formerly required for the importation of certain goods. Furthermore, the ministry is slow to
sign the permits, even though it no longer needs to sign them anyway. "When the minister is not
there, no other official is authorized to sign," said Mangravita. "The ministry is still in a feudal
state." (Sources: Agence France-Presse, 07/03/95; Inter Press Service, 03/02/95, 10/11/95, 02/07/96;
Agencia Centroamericana de Noticias Spanish News Service, 01/21/96, 03/15/96; La Prensa, 03/16/96,
03/17/96, 03/22/96, 03/23/96, 03/25/96, 03/28/96, 03/29/96, 04/14/96, 04/16/96)
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